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DEPARTMENT OF HEALTH AND HUMAN SERVICES

s, REGION V
105 W. ADAMS ST.

CHICAGO. ILLINOIS 60603620 1
OFFICE OF

Mar ch 14, 1997 INSPECTOR GENERAL

Common | dentification Nunber: A- 05- 96- 00056

M chael L. Mory

Executive Secretary

State Retirenent Systens

P. O, Box 19255

Springfield, [Illinois 62794-9255

Dear M. Mory:

Encl osed for your information and use are two copies of an Ofice
of Inspector Ceneral (OIG) audit report entitled, "Review of
Pension Costs at the State Retirenment Systens." The audit
covered the period July 1, 1993 through June 30, 1995.

Final determnation as to actions taken on all matters reported

will be made by the HHS action official. Ve request that you
respond to the HHS action official within 30 days from the date
of this letter. Your response should present any comments or

addi tional information that nay have a bearing on the fina
determ nati on

In accordance with the principles of the Freedom of Information
Act (Public Law 90-23), O G audit reports issued to the
Departnent's grantees and contractors are nade available, if
requested, to nenbers of the press and general public to the
extent information contained therein is not subject to exenptions
in the Act which the Departnment chooses to exercise. ee 45 CFR
Part 5.)

To facilitate identification, please cite Common Identification
No. A-05-96-00056 in all correspondence relating to this report.

Sincerely,

/D wt Joranan—

Paul Swanson
Regi onal I nspector Cenera
for Audit Services

Encl osur es
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Nar Ch 14, 1997 INSPECTOR GENERAL
SUEJECT: Revi ew of Pension costs
State Retirenment Systems
Springfield, 1llinois
Conmon ldentification No. A-05-96-00056

TO M chael L. Mry, Executive Secretary
State Retirenent Systens
P. 0. Box 19255
2101 South Veterans Parkway
Springfield, Illinois 62794-9255

This letter report provides you with the Results of our Review of
Pensi on Costs charged to Federal Progranms for nenbers of the
State Retirement Systens (SRS). The objective of this limted
review was to determ ne whether pension contributions charged to
Federally funded prograns were fair and equitable conpared to
contributions for State-funded prograns.

Al though pension charges to Federal progranms were equitable for
nost State agencies, sone agencies did not charge pension
contributions at the sanme rate as was charged to State prograns.
Because pension funds were appropriated at a rate |ower than
needed to neet the actuarially determ ned contribution rate,
funding available to neet the State's pension costs for sone
agenci es was exhausted prior to the end of the fiscal year. Once
the appropriated funds were exhausted, the agencies stopped
renitting the State's share of pension costs to SRS, while the
Federal share was remtted and claimed for reinbursenent. Ofice
of Managenent and Budget (OMB) Circular A-87 requires that
pensi on costs be uniformy charged to both Federally assisted and
other activities in order to be allowable.

For the period July 1, 1993 through June 30, 1995, nine State
agenci es overcharged the Federal Governnent a total of $1,061,190
because their charges to Federal prograns continued although
their appropriated funds for pension contributions were expended.
This anmount was of fset by undercharges to State prograns by two
State agencies totaling $516, 487.

W are recommending that the State: (i) refund the net
overcharges of $544,703 ($1,061,190 |less $516,487) to the Federa
Governnent, or (ii) elimnate the net shortfall in State enployer
contributions by obtaining additional funding needed to restore
the anount of $544,703 to the pension fund. SRS officials
concurred in our recomendation in an exit conference held on
March 11, 1997, and have taken steps to obtain the additiona

f undi ng.
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| NTRODUCTI ON
BACKGROUND

The Federal CGovernnment shares in the pension costs of State

enpl oyees who work on Federally funded prograns. To be all owabl e
under OVMB Gircular A-87, these costs nust be applied uniformy to
both Federally assisted and other activities of the grantee. The
Federal Government will pay the enployer's share of pension
contributions for enployees working on Federally funded prograns
at the sanme rate as is contributed for their work on State

Ceneral Revenue-funded prograns.

In Illinois, the SRS is responsible for admnistering pension
fund activities for eligible State enployees who are not nenbers
in one of the four retirement systens established for specific
groups (such as teachers, judges, etc.). Contributions are
forwarded to the SRS by the various State agencies each pay
period on behalf of their eligible enployees.

Il'linois pension costs are determned by an actuarial board which
sets the pension rate necessary to fund the retirement system
This rate is called the Board Certified rate. An annua

valuation of the liabilities and reserves of the Systems Trust
Fund is performed by SRS’s actuarial consultants in order to

determ ne the anobunt of contributions required. For fiscal years
1994 and 1995, the Board Certified contribution rates were 5.57%
and 6.2% respectively. The Illinois General Assenbly, however,

appropriated the enployer's contribution for the legislatively
funded agencies at the rates of 3.95% and 4.0% for these years.

Since fiscal year 1984, the Illinois |egislature has appropriated
funds for pensions costs at a rate |lower than the Board Certified
rate. State agencies contributed State nonies to the pension
fund at the Board Certified rate until the appropriated funds for
the fiscal year were exhausted. As a result of insufficient
appropriations, the retirenment Trust Fund contributions were
under funded through June 30, 1995. To resolve this inequity, the
State Ceneral Assenbly passed Public Act 88-0593, which becane
effective on July 1, 1995. The Act requires the Ceneral Assenbly
to fund pensions at the Board Certified rate. The Act al so
allows the Illinois Conptroller's Ofice to process an agency's
payroll only if the Board Certified pension rate is funded.

SCOPE OF REVI EW

Qur review was performed in accordance with generally accepted
governnment auditing standards. The objective was to determne
whet her pension contributions for Federally funded prograns were
fair and equitable conpared to contributions for State-funded
prograns. To acconplish our objective, we reviewed financia
statenments and other data for the SRS pension fund to determne
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whet her pension contributions for Federally funded prograns were
made at the sane rate as contributions for State funded prograns.

Due to the Iimted scope of our audit, we did not conduct a
detailed study and evaluation of the SRS’s internal contro
structure. W relied primarily upon the independent public
accountants' review of internal controls related to pension
contributions. Qur limted review did not disclose any
conditions which we believe to be significant control weaknesses.

Qur review covered the period July 1, 1993 through June 30, 1995.
It was conducted at the SRS and various State agencies during the
peri od June through Decenber 1996.

RESULTS OF REVI EW

Qur review disclosed that sonme State agencies did not fund
pension contributions to Federal and State prograns at the sane
rate. For 9 of these agencies, available funding for pensions
was exhausted prior to the end of the fiscal year because State
funds were appropriated at a rate |lower than the Board Certified
rate. Once appropriated funding was exhausted, the agencies
stopped forwarding the State's share of pension contributions to
SRS. For 2 State agencies, the State's pension contributions
exceeded their appropriate share because they forwarded all of
their appropriated pension funds (which were based on budgeted
sal aries) even though they did not incur all of their budgeted
sal ary costs.

OMB G rcular A-87, Attachnment A, Section C.1., states in part
t hat :
... To be allowable under a Federal award, costs nust
neet the following criteria . . . Be consistent with
policies, regulations, and procedures that apply
uniformy to both federally assisted and other
activities of the governnental wunit....

Further, Attachnent B, Section 10.e., states that pension costs
are allowable if:

... (2) The nethods do not discrimnate against Federa
prograns. . ..

W identified 30 State agencies which adm nister Federally funded
prograns and obtained salary and pension expenses for their State
General Revenue and Federal prograns. To determ ne conpliance
with OVMB G rcular A-87 which requires consistency anong prograns,
we cal cul ated the average pension contribution rates for both
State and Federal progranms using the data obtained from these 30
agenci es. W performed a detailed review at the 11 State
agencies with the largest differences between their Federal and
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State rates. W did not verify the data provided by the
remai ning 19 agencies because the differences were insignificant.

W determined that 9 of the 11 State agencies overcharged the
Federal funded prograns a total of $1,061,190 and 2 State
agencies overpaid their State share of pension contributions by
$516, 487.

The overcharges to Federal prograns for the period July 1, 1993
t hrough June 30, 1995, were as foll ows:

Agency Over charge

State's Attorney Appellate Prosecutor $ 4,666
Department of Al cohol and Substance Abuse 29, 797
Departnent of Children and Fam |y Services 131, 315
Department of Enploynent Security 374,231
Departnment of Public Health 116, 999
Illinois State Police 89, 998
Pl anni ng Council on Devel opnental Disabilities 26, 736
State Board of Education 133, 639
Student Assi stance Conm ssion 153, 809
Departnent of Rehabilitation Services (460, 784)
Envi ronnental Protection Agency (_55, 703)
Tot al $ 544,703

In sumary, because appropriated funds were insufficient to neet
the State's full share of pension costs based on the Board
Certified rate, pension costs were not uniformy applied to State
and Federally assisted progranms and activities.

RECOMMVENDATI ONS

W recommend that the State: (i) refund the net overcharges of
$544,703 to the Federal Covernnent, or (ii) elimnate the net
shortfall in State enployer contributions by obtaining additional
funding needed to restore the $544,703 to the pension fund.

STATE AGENCY RESPONSE

In an exit conference held on March 11, 1997, the SRS agreed wth
our finding and reconmendati on. The agency has taken action to
obtain additional funding to elimnate the net shortfall in State
enpl oyer contributions. A copy of their witten response is
appended to this report.

* * * * *

It should be recognized that the conclusions in this report
represent the findings and opinions of the Ofice of Inspector
General . Final determnations will be nmade by authorized
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officials of the HHS operating division. Shoul d you have any
guestions or conments concerning the matters commented on in this
report, please direct themto the Division of Cost Allocation

In accordance with the principles of the Freedom of Information
Act (Public Law 90-23), Ofice of Inspector Ceneral audit reports
issued to the Departnment's grantees and contractors are made
available, if requested, to nenbers of the press and general
public to the extent information contained therein is not subject
to exenptions in the Act which the Departnent chooses to

exer ci se. (See 45 CFR Part 5.)

To facilitate identification, please cite Common I|dentification
No. A-05-96-00056 in all correspondence relating to this report.

Bt Lo

Paul Swanson
Regi onal | nspector Ceneral
for Audit Services



APPENDI X

SRS’s RESPONSE TO DRAFT AUDI T REPORT



STATE State Empl " Reti t Syst f lllinoi
. State Employees’ Retirement System of lllinois
RETIREMENT e General Assembly Retirement System
SYSTEMS o Judges’ Retirement System of lllinois

2101 South Veterans far&way, P.O. Box 19255, Springfield, |L 62794-9255
Phone (217)785-7016 Fax (217)785-7019

March 11, 1997

Michael E. Kersting, Senior Auditor

U.S. Department of Health & Human Services
Office of Inspector General

Office of Audit Services

400 West Monroe, Suite 204B

Springfield, IL 62704-1 800

Report No. A-05-96-00056
Dear Mr. Kersting:

We have received your proposed Inspector Genera report entitted Review of Pension Costs
at the State Retirement Systems (SRS) for the period of July 1, 1993 through June 30, 1995.

Based upon our review of the aforementioned report, it is our intention to pursue the
collection of $544,703 from the State of Illinois, which would satisfy the recommendation (ii)
contained on page 1. This recommendation stipulates that the State "... (ii) eliminate the net
shortfall in State employer contributions by obtaining additional funding needed to restore the
amount of $544,703 to the pension fund.”

Initial discussions have already been held with the Bureau of the Budget, State of Illinois,
regarding the payment of such funds to SRS.

We will notify your office when we receive final confirmation that the funds have been
paid. If you should have any additional questions or need additional information, please contact
Nick Merrill, Chief Fiscal Officer, at (2 17) 785-2340.

Very truly yours,

WWM

Michael L. Mory
Executive Secretary

MLM/mn



